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Abstract
This paper reviews the path taken by the Indian automobile industry for the last 7 decades to 
impart a better understanding of the context of the industry and also explain the emergence of and 
the need for foreign investment. India’s automobile development has not been straightforward as it 
has gone through different stages which are normally categorized as before and after liberalization 
periods. Each period is studied in detail from the perspective of policy and in context with Foreign 
Direct Investment (FDI). 
1 Introduction 
Foreign Direct Investment (FDI) plays a very important role in the development of the nation. 
As domestic capital is inadequate for the purpose of overall development of the country, foreign 
capital is seen as an alternative for filling in gaps between domestic savings and investment. 
For a developing nations such as India, FDI is of paramount importance. India attracts FDI in 
various sector and automobile Industry is one of them. The present study focuses on the trends 
of development in auto industry. This study has taken FDI as integral part. Policies made by 
government and reaction of foreign automakers to those policies shaped the Indian auto industry. 
2 Overview
The Indian automobile industry is one of the fastest developing industries in India. The 
automobile sector which comprises of all vehicles, including 2 -3 wheelers, passenger cars and 
multi-utility vehicles, light and heavy commercial vehicles, and the auto components sector, has 
attained a turnover of more than USD 67,724 million in 2016 -17 (SIAM, 2018). 
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India’s automotive industry is an important cog in the country's growth engine. Many global 
automakers are now present in Indian market. Many joint ventures have been set up with foreign 
collaboration, both technical and financial, with leading global manufacturers. Also, a very large 
number of joint ventures have been set up in the auto-components sector and the pace is expected 
to pick up even further. 
The following figure (Figure 1) includes the types of vehicle produced. 
3 Data Collection 
This study is based on secondary data which have been collected through various reports 
of the Ministry of Commerce and Industry, Department of Industrial Promotion and Policy, 
Government of India, Society of Indian Automobile Manufactures (SIAM), Reserve Bank of India, 
and World Investment Report.
4 Literature review 
FDI 
Role of FDI in the host nation, has been a topic of debate. Even though the impact of FDI on 
economic growth has been studied widely, there are still questions concerning the real effects 
of FDI. Laura et al., (2010) and Mencinger (2003) argued that for FDI is that it should increase 
economic growth in the host economy. And FDI should be more effective in boosting economic 
growth than domestic investment (Lee, De Gregorio and Borensztein, 1998). Saboniene (2009) 
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   Figure 1: Vehicle Types 
     Source: Mamata, 2008
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suggested every country should welcome FDI because it will improve economic conditions and 
increase potential of the receiving country’s development. But in order for a positive effect from 
FDI to be achieved, the country must have an adequate level of economic stability, and liberalized 
capital markets, as well as human capital (Bengoa and Sanchez-Robles, 2003).  
But, Epstein (1999) claimed that countries trying to attract investment by subsidies and tax 
breaks can lead to substantial reduction of government revenues which could otherwise be used to 
invest in education and infrastructure. 
FDI in India
About the role of FDI in India, scenario isn’t different. Scholars disagree on the effect FDI has 
in Indian economy. Pradhan (2002) employed a production function analysis to analyze the effect 
of inward FDI on economic growth in India. He found that FDI does not have significant positive 
growth impacts. Agrawal (2005) later confirmed the findings of Pradhan (2002). 
On the other hand, Choi and Baek (2017) found that the inflow of FDI to India indeed has 
a beneficial effect on Total Factor Productivity (TFP) growth through positive spillover effects. 
Chakraborty and Basu studied the link between net FDI flow and economic growth are explored for 
India utilizing the technique of co-integration and error-correction modelling. It is found that FDI is 
related positively to GDP (2002). 
5 Evolution of government policies and FDI participation
As about the evolution process of Indian auto mobile industry, it can be classified in 3 phases 
which is summarized in Table 1. 
Table 1: Three Phases in the Evolution of India’s Automotive Industry
Phase Main features
Phase 1: 1947-1983
Closed market 
Growth of market limited by domestic supply
Very few innovation, outdated model, fuel inefficient 
Number of firms : 5
Phase 2: 1983-1993 Joint venture between Government of India and Suzuki to form Maruti UdyogNumber of firms : 6
Phase 3: 1993-
Industry delicensed in 1993
Major MNC Original Equipment Manufacturers (OEMS) commenced assembly 
in India
Imports allowed from April 2001
Number of firms: >35
Source: based on different related websites and news. 
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5.1 Phase 1:  
Foreign automobile companies were present in the early days of Indian automobile industry. 
GM and Ford had assembly plants in India in 1940s. General Motors established an assembly 
plant in Bombay in 1928 to assemble cars and trucks using completed knocked down (CKD)1 kits 
imported from USA. Following this, Ford Motor Company established assembly plants in Madras in 
1930 and then another assembly plant in Calcutta (now Kolkata) in 1931. So it can be taken as first 
FDI in Indian automobile industry. 
Domestic automakers such as Hindustan Motors and Premier were established in 1940s 
with the technical collaboration with foreign companies. British Leyland had equity participation 
in Ashok Motors and thus changed its name into Ashok Leyland. During this period of time, the 
automobile industry of the country consisted of only importers and assemblers. 
The Government of India considered passenger cars a luxur y and did not regard the 
development of this industry as a matter of high priority at this time. At the same time, government 
did encourage the private investment in the local manufacturing of passenger cars. In 1953, 
the Government of India passed a regulation that if assemblers did not have a phased plan to 
manufacture cars locally, then should wind up their operations in India within three years. The 
government levied prohibitively higher tariffs on the import of the fully built vehicles and mandated 
that majority equity with Indian firms in foreign collaboration (Gonela and Satyanarayana, 2015). 
With the introduction of the above regulation, the big automobile assemblers like General Motors 
and Ford Motor ceased their operation in India. 
Throughout the 1950s, the performance of the automotive industry was unsatisfactory and 
during the period consumer choices were too narrow.
 
1970s 
This scenario continued for almost 30 years. So, growth was relatively slow in the 1950s and 
1960s. After 1970, the automotive industry started to grow, but the growth was mainly driven by 
tractors, commercial vehicles and scooters. Cars were still a major luxury. Policies regarding 
foreign collaboration were reviewed in 1968. And regulations, governing the foreign collaboration 
1  A complete knock-down (CKD) is a complete kit needed to assemble a product. It is also a method of supplying 
parts to a market, particularly in shipping to foreign nations, and serves as a way of counting or pricing. CKD is a 
common practice within the automotive industry
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were more tightened. The government adopted a more restrictive attitude towards FDI in the 
1970’s. Maximum foreign equity participation was limited to 40 %. Restricting FDI was a part of 
efforts aiming to extend state control in various sectors of the economy. Also, government enacted 
FERA (Foreign Exchange Regulation Act) in 1973 which put auto industry in more constraints.
5.2 Phase 2 (Maruti Phase): 
The regulations with regard to automobile industry attracted criticism as the automobile 
industry couldn’t progress as intended. As the result, government reviewed the policies. It eased 
licensing controls and other rules administering the industry and took measures to encourage 
technology import to modernize the production process (Gonela and Satyanarayana, 2015). These 
measures paid off and culminated in a four Indian companies entering in technological and financial 
collaboration with the Japanese companies (Table 2). 
Table 2: First Indian automobile companies with Japanese partnership 
No. Indian company JV partner Year 
1 Swaraj Mazda 1981
2 DCM Toyota 1981 
3 Allwyn Nissan 1981 
4 Eicher Mitsubishi  1981 
Source: (Gonela and Satyanarayana, 2015)
In 1982, passenger car segment got the status of a core industry of national economic 
importance which freed it from lot of restrictions regarding foreign collaboration. In a rare move, 
government of India entered in the collaboration with Suzuki of Japan through Maruti Udyog Ltd 
(MUL) in 1982. Suzuki owned 26% of equity and promised to increase domestic content level to 95%. 
As Indian auto industry was heavily regulated, there wasn’t any competition and as the result 
there was not any necessity for innovation. At the time of Suzuki’s entry into India, the company 
faced modest competition from domestic companies. Maruti started the production with the launch 
of its immensely successful model, the Maruti 800, which was 21 percent cheaper (Okada, 1998) 
than the lowest priced existing car produced by domestic auto makers.  
Domestic automakers were also encouraged to upgrade their technology either through 
import or foreign equity participation. Regulatory relaxation of that period changed the structure 
of Indian automobile industry and laid foundation for future growth. The entry of new companies 
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and upgradation of existing ones with technological collaborations brought a benefit for Indian 
automakers. They were exposed to Japanese manufacturing practices.  
Table 3: Foreign collaboration conceived during 1982 -84
Domestic company Foreign partner Nature of deal 
PAL Fiat (Italy) License to manufacture  Fiat 124 model 
HML Vauxhalll Motors (UK) Purchased rights to manufacture phase-out Vauxhall Victor
Sipani Automobiles Reliant (UK) License to manufacture the Reliant Kitten Model 
Standard Motors Rover (UK) New car based on the Rover 3500 model with its own engine
Mahindra & Mahindra Peugeot (France) Upgrade its model with a new Peugeot engine through license
Source: Gonela and Satyanarayana, 2015
These policy initiatives created a virtuous cycle for the industry that was further boosted by 
the participation of foreign investment. It helped the companies expand the market. Companies 
were able to offer different products at different price points that attracted new customers. Maruti 
was able to take the benefit better than others. 
In 1984, however, automotive segments were brought under “Schedule IV” under which 
industries needed additional clearance from government. Once again, entry of new companies were 
virtually banned after 1984. But the auto-components segment, as it was not included in Schedule IV 
(Gonela and Satyanarayana, 2015).
Foreign majority holdings for foreign exchange were rarely allowed under Foreign Exchange 
Regulation Act. As a result environment for foreign investment in India remained largely hostile. 
In 1988, all industries, except 26 industries specified in the negative list, were exempted from 
licensing. The exemption was, however, subject to investment and locational limitations. 124 
industries including automotive industry, cement, cotton spinning, food processing and polyester 
filament yarn witnessed modernization and expanded scales of production during the 1980s 
(Industrial Policy, 1980).
5.3 Phase 3: 1990s liberalization 
The economic crisis of 1990 -1991 marked the beginning of new phase for the Indian 
economy. Liberalization of economy began in India. All the segments of the automobile industry 
were delicensed in 1991. The passenger car segment was delicensed in 1993. With the foreign 
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direct investment being allowed global automakers entered into the Indian market through joint 
ventures with domestic makers. FDI up to 51% was allowed automatically, which means no previous 
clearance was required, FDI for more than 51% equity required governmental clearances. The 
regulations requiring usage of domestic components was dropped in 1991 for new companies and in 
1994 for the incumbents. 
   
However, the short term measures of the government to offset the effects of the crisis had an 
adverse impact on the automobile industry. To reduce oil bill, heavy excise duty on selling price of 
all the automobile was imposed. For instance, excise duty on passenger cars was increased from 
42% to 53% in august 1990 and further raised to 66% in 1991. But negative effects were temporary 
and auto industry was encouraged through some policies. Excise duty on passenger cars was 
reduced from 66% to 55%, tariff for components and related imports was lowered from 150% in 1991 
to 110% in 1992.  
As the result of the liberalization of policies related to the FDI, there was surged in the foreign 
investment. By mid-90s, several foreign players had entered into the Indian passenger car market 
by mainly setting joint ventures with the local firms. Mercedes-Benz with TELCO (1994), General 
Motors with HML (1994), Peugeot with PAL (1994), Honda Motors with Siel Ltd. (1995), Ford with 
M&M (1996), Hyundai with a 100% owned subsidiary (1996), Fiat with Tata Motors (1997) and 
Toyota with Kirloskar Group (1997). 
Further foreign participation was encouraged by lifting the foreign exchange neutrality 
regulation from 2000 for the new investors, which ef fectively removed quantitative import 
restrictions. The export commitments for the existing foreign companies were abolished in August 
2002. These policy alterations have reduced government intervention in the automobile industry 
to the minimum. It encouraged many other foreign companies to foray into the Indian automobile 
market. 
In April 2001, the automobile sector made a further transition towards an open market. As 
WTO (World Trade Organization) commitments required the Indian government to abolish policy 
like removal of quantitative restrictions (QR) on the import of vehicles was introduced. Because of 
this automobile manufacturers did not need import licenses either to import cars in the kit form or 
as completely built units (CBU), (Automotive Mission Plan, 2006 -2016).
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5.4 After 2002
Increase in the investment activities furthered the development process of the industry. 
Deregulation continued in the industry and a major policy review was announced in 2002 with 
the objectives of establishing a globally competitive automotive industry in India. This was first 
time government made separate policy for the automobile industry, named the Auto Policy 2002. 
It was formulated by the Government of India under the Ministry of Heavy Industries & Public 
Enterprises.
With regard to investment promotion, Auto Policy 2002 allowed automatic approval of foreign 
equity investment up to 100% for the automobile manufactures and component makers. Reviewing 
tariff structure, the Policy decided fixing import tariffs to facilitate actual production within the 
country, without providing undue protection to domestic manufacturers. 
Its influence became evident by the growth in FDI inflow in automotive sector over the period 
2002-03 to 2010-11 (Table 4). Since then, almost all the major international players in automobile 
sector have entered India. 
Table 4: Year wise FDI inflows in automobile industry (Rs Million-April-March)
1991-92 
to 
2001-02
2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010 -11
79270 21730 14170 8150 9830 12540 26970 52120 57540 60080
Source: RBI, Various Issues.
In 2006, the GOI formulated Automotive Mission Plan (AMP) 2006-2016 which had target 
to develop the Indian automotive industry into a global hub. In this plan, government of India 
introduced policies and plans to attract FDI. For example, Tax holiday for Automotive Industry, 
One-stop clearance for FDI proposals in automotive sector, Concession of Import duty on 
machinery for setting up of new plant or capacity expansion. These initiatives has given impetus to 
growth in the automotive sector.
FDI equity inflow into the automobile sector increased by 72 percent during 2014-2016 from 
US$3.05 billion (during 2012-2014) to US$5.25 billion. From April 2016 to September 2016, the 
automobile sector received US$728.65 million in FDI equity inflows. Leading global players like 
ISUZU Motors, Ford Motors, Tata Motors, Honda, and Suzuki Motors have already invested heavily 
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in the manufacturing sector resulting in the establishment of new assembly lines, manufacturing, and 
Greenfield units, thereby boosting the automotive manufacturing ecosystem in India (Gupta, Huddar, 
and Moller, 2018).
According to industry experts, more FDI is coming into the sector because a lot of car makers 
are utilizing their Indian operations to fulfil global ambitions. Even though Indian automobile industry 
has seen ups and downs, these investments from global players show their confidence in the Indian 
market. Also many of them are investing to make India as export hub. FDI pro government policies has 
been catalyst to boost the confidence of investor. Some of the major foreign investments into the Indian 
automotive sector in the last two years are listed below (Table 5). 
6 Road ahead 
So far policy initiative taken by the government in relation to automobile has given positive 
results. Attractiveness of the market is growing and will continue to grow in coming decades as 
Indian market is expanding. New initiatives such as Automotive Mission Plan 2016 -2026 and Make 
in India will further make India attractive destination for more FDI related activities. 
In the Union Budget 2012-13 government increased customs duty on cars and multi-utility 
vehicles (MUVs) valued above US$40,000 from 60 percent to 75 percent seems to be a step to 
encourage local manufacturing, value addition and employment (Krishnaveni and Vaidya, 2015).
In the Automotive Mission Plan 2016 -2026, the government and industry set a target to triple 
industry revenues, to $300 billion, and expand exports sevenfold, to $80 billion. One of the scheme 
in this plan is Faster Adoption and Manufacturing of Hybrid and Electric Vehicles (FAME) which will 
incentivize the development, manufacture, and promotion of hybrid/electric vehicles market in order to 
address the global demand for innovative and fuel economy vehicles. This can drive further FDI in this 
comparatively new sector of Indian auto industry (Eurolinkgeie, 2017).
Make in India initiative which started in 2014 which covers 25 sectors of economy could also 
boost the FDI activity in automobile sector. FDI into the automobile industry has seen a 164 percent 
growth, in the seven month period from the launch of Make in India initiative on September 25, 
2014 (Kamal, 2017).
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7 Conclusion 
Policies of Indian government related to FDI and automobile industry has evolved in last 7 
decades. Its stance toward FDI also became less restrictive and friendlier. Policies adapted by 
government of India, which are related to automobile industry specifically or economy as whole, 
has gradually opened the Indian auto industry for global automakers. FDI inflows have shown 
Table 5:   Major Foreign Investment in India’s Automotive Sector From April 2014- March 2016
Foreign Collaborator Country Indian Company FDI (US$ Million )
Ford International Services 
and Ford Motors USA Ford India Limited 979.50
SAIC General Motors 
Investment Limited 
China, Hong Kong , 
USA General Motos India Pvt. Ltd 973.93
Suzuki Motor Corporation Japan Suzuki Motor Gujarat Private Limited 477.61
Daimler AG Germany Daimler India Commercial Vehicles Pvt. Ltd 389.04
Nissan Motor Co. Ltd Japan Renault Nissan Automotive India Pvt. Ltd 169.20
Isuzu Motors Asia Limited Singapore, Japan Isuzu Motors India Pvt. Ltd. 116.67
FCC Co. Ltd Japan FCC Clutch India Private Limited 95.19
Continental Automotive 
GMBH
Germany, 
Netherlands
Continental Automotive Components, 
Continental Automotive Brake Systems 72.53
Renault Group Bv Netherlands Renault Nissan Automotive India Pvt. Ltd 72.51
Caparo India Limited United Kingdom Caparo Engineering India Private Limited 56.77
Showa Corporation Japan Showa India Private Limited 52.85
Fiat Group Automobiles S.P.A. Italy Fiat India Automobile Limited 48.49
Singapore Airlines Limited Singapore Tata SIA Aitrline Limited 46.01
MAN Truck & Bus Germany Man Trucks India Private Limited 42.70
Yorozu Corporation Japan Yorozu JBM Automotive Tamil Naidu Private Limited 33.09
NHK Spring Co. Ltd Japan NHK Automotive Components India Pvt. Ltd 31.31
Bussan Automotive Singapore 
Limited Singapore India Yamaha Motors Pvt. Ltd 29.72
Toyoda Iron Works Co. 
Limited Japan
Toyotetsu India Auto parts Private 
Limited 27.77
Source: Department of Industrial Policy and promotion and Department of Heavy Industries, 
Government of India. 
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significant growth in the post liberalization period. 
The last two decades of the 20th Century witnessed a dramatic world-wide increase in FDI. 
This was accompanied by distinct changes in the attitude of most developing countries towards 
inward FDI. This was same with the Indian government.
The country rolled out a total of 1.2 million passenger cars and multi-utility vehicles in 2004, 
which increased to 2 million in 2010 and 3 million in 2015. IHS Automotive forecasts that India's 
light vehicle market will grow to 5.4 million units by 2020, close to doubling in a little more than five 
years (Gupta et al., 2018).
Growth potential combined with favorable policies was successful to attract investment from 
multinationals and will continue to do so. These potential also shows the opportunity available for 
automakers around the world. Further continuous improvement in the policy will make it easy for 
foreign automakers to invest in India. 
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